We obtained costs for episodes of care for Acute Myocardial Infarction (AMI), Congestive Heart Failure (CHF), and Pneumonia for all hospitals from the CMS Hospital Cost Reports for fiscal year 2010 and the Medicare Provider Analysis and Review (MedPAR) file from 2010. We then calculated a hospital's average cost per episode of care for each of these conditions, as well as an indirect composite average of the costs of care for AMI, CHF, and pneumonia for each hospital. We risk-adjusted these calculations using regression models that incorporated hospital-level data to account for several factors that are likely out of a hospital's control but that affect costs of care. Specifically, our model accounted for case-mix severity (using the case-mix index and outlier payments), structural factors related to location (urban vs. rural status, poverty rate and income in the surrounding community and Medicare wage index), a hospital's pursuit of teaching, research and service of indigent populations (using the ratio of interns and residents to beds, or IRB ratio, and DSH payments). We obtained case-mix, wages, urban vs. rural status, IRB ratio and outlier payments from the inpatient prospective payment system (PPS) impact file. We used the Area Resource file to obtain poverty rate and per capita income information about the county in which the hospital is located. As there are concerns that hospitals manipulate outlier payments, we gave outliers the fifth and ninety-fifth percentile values, a statistical procedure known as "Winsorizing." The Riskadjusted indirect composite average of costs of care for AMI, CHF, and Pneumonia is presented in Exhibit four in the manuscript. Condition-specific risk-adjusted costs of care for AMI, CHF, and Pneumonia are presented in Appendix Table 3. 
Appendix 2: How We Calculated Risk-Adjusted Mortality and Readmission Rates
To calculate risk-adjusted mortality (and readmission) rates for each hospital, we started by running a patient-level hierarchical logistic regression. The binary outcome was mortality (readmission). The model included a random effect to cluster patients within hospitals. And, the model included the 27 Elixhauser co-morbidities, race, gender, age, insurance status, source of admission and discharge diagnosis as predictors, in order to make hospitals with more or less severely ill patients more comparable. The results of this model were used to estimate the risk of death (readmission) for each patient, and these estimates were summed over all the patients in a given hospital in order to get the estimated number of deaths (readmissions). For each hospital, we then created an observed-to-expected ratio with the actual number of deaths (readmissions) in the numerator and the model-estimated number of deaths (readmissions) in the denominator. Ratios close to 1 indicate that the number of deaths at the hospital is close to what would be expected for the risk profile of their patients; ratios greater than 1 indicate that more patients died than would be expected given the risk profile of the hospital's patients. The observed-to-expected ratio was then multiplied by the national mortality (readmission) rate to produce an interpretable, risk-adjusted summary for each hospital. This construction of risk-adjusted mortality (readmission) rates is comparable to the procedure used by the Center for Medicare and Medicaid Services for reporting and reimbursement purposes in the United States. All analyses are weighted and adjusted for hospital structural characteristics outlined in Table 1 and for hospital referral region. POH= Physician owned hospitals Non-POH= General medical and surgical hospitals from the AHA '10 survey that were not physician owned. AMI= Acute Myocardial Infarction CHF= Congestive Heart Failure PNA= Pneumonia All analyses are weighted and adjusted for hospital structural characteristics outlined in Table 1 and for hospital referral region. *These data come from 2009-2010. All other data come from 2010. POH= physician owned hospitals, as characterized using AHA survey data from '03, '05, '06, '07, '09, and '10. Non-POH = General medical and surgical hospitals from the AHA '10 survey that were not physician owned. 20-093.24, 394.0-397.1, 379.9, 424.0-424.99, 746.3-746.6 , V422, V433 Pulmonary Circulation Disease 415.11-415.19, 416.0-416.9, 417.9 Peripheral Vascular Disease 440. 447.1, 449, 557.1, 557.9, 332.0, 333.4, 333.5, 333.7, 333.71, 333.72, 333.79, 333.85, 333.94, 338.0, 340, 768.7, 780.3, 780.31, 780.32, 780.39, 780.97, 784 22, 070.23, 070.32, 070.33, 070.44, 070.54, 456.0, 456.20, 456.21, 571.0, 571.2, 571.3, 571.5, 571.6, 571.8, 571.9, 572.3, 572.8, 238.6, 789 .51 Solid Tumor without Metastasis 140. 0-172.9, 174.0-175.9, 179-195.8, 258.01-258.03 Collagen Vascular Disease 701.0, 287.1, 
